





General Business Conditions 


HE business news during June would 

be considered very gratifying except 

for the steel strike, but with the metal- 
working industries on the verge of dis- 

ruption the better feeling that is de- 
veloping in other lines is naturally qualified. As 
we write, the strike is going into its fifth week. 
Operations of many steel users are being cut 
back, and widespread shutdowns cannot be de- 
ferred much longer. Even after the strike ends 
time will be required to get the furnaces and 
the mills going again, to fabricate the steel into 
the innumerable forms in which industry re- 
uires it, and to restore and balance stocks at 

e metal-working plants. Meanwhile buying 
of other products used in conjunction with steel, 
of which zinc for galvanizing is an example, is 
at a standstill. Thus the effects of the strike 
spread as time passes. 

The hopeful view, and probably the correct 
one, is that the rising urgency of the need for 
steel and a growing desire of the strikers to get 
back on the payroll may bring about a settle- 
ment before industrial operations are totally 
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that happens a long period of 
capacity output for the steel mills is assured. 
When the strike began, demand for steel was 
weakening, and many users were believed to 
have excessive stocks. Now, however, it is safe 
to say that not only have surpluses been ab- 
sorbed, but working stocks have been reduced, 
“pipelines” depleted, and inventories of steel 
products unbalanced. When the mills get back 
to work they will be under pressure to restore 
stocks as well as to meet current needs. This 
catching up process will extend wherever the 
strike is causing shortages. A scramble will be 
on. 


Chiefly because of the strike, industrial pro- 
duction in the aggregate is now the lowest in 
nearly two years. The Federal Reserve Board’s 
index for May was 214 (1935-39100), com- 
pared with the year’s high of 222 in February. 
The June figure will be sharply lower. July is a 
vacation month, and also will reflect strike 
effects even if there should be an early settle- 
ment. But resumption of steel operations will 
clearly lift the index again, and beyond July a 
substantial rebound is to be expected. 


Consumers’ Goods Pickup Broadens 


In consumers’ goods business the improve- 
ment which appeared in May has carried 
through June in heartening fashion. The pickup 
had not gone far when we noted it in the last 
issue of this Letter, and it would exaggerate to 
call it spectacular, but after two months of 
better buying the conviction is growing that in 
these lines — the “soft spots” to which so much 
attention has been given—the bottom of the 
slump has now been seen. More textiles have 
been sold than in a long time. Mill stocks have 
been reduced, more orders are on the books, 
and prices have stiffened. The situation is better 
in shoes, furniture, tires, containers, and other 
varied lines. Automobile sales have been good. 
Even manufacturers of household equipment 
feel that the trend is turning in their favor again, 
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although large inventories of many of these 
items will retard improvement at the factory 
level. 


Underlying these gains are to be seen the in- 
fluences which support buying power generally, 
and also the effects of the adjustments made 
to get the consumers’ goods markets themselves 
back in order. Employment and payrolls have 
been maintained by activity in defense work, 
construction and heavy industry. Retail trade 
has held at a high level. In May total retail 
sales were 6 per cent above a year ago. With 
allowance for seasonal factors and differences 
in trading days, they were 2 per cent above 
April, and the highest since the early months 
of 1951. In the first three weeks of June depart- 
ment store sales were 3 per cent, 9 per cent 
and 6 per cent, respectively, above the corre- 
sponding weeks last year. Department stores 
have suffered from slow appliance and home 
equipment business. Thus the figures indicate 
that soft goods sales have been very large. 


At the same time inventories in distributors’ 
hands have been reduced. For a year or more 
consumers’ needs have been supplied partly out 
of stocks. In many lines this is no longer pos- 
sible. With consumption holding up, buying in 
wholesale and primary markets must expand 
accordingly. Furthermore, buyers have been en- 
couraged by price reductions. At prices pre- 
vailing not. long ago many textiles were great 
bargains; some were being sold below cost with 
little prospect that costs could be reduced. Mer- 
chants have taken advantage of the opportunity. 
Household equipment prices have been cut and 
retail terms eased. Progress in design and mer- 
chandising has been stimulated, as always, by 
slack markets, and the fresh appeal of new 
models and new fabrics helps develop business. 


Spending-Savings Relationships 


Over the past year the psychology of con- 
sumers has been the subject of a vast amount 
of study and comment. Statistics have shown 
a decline in spending and an increase in saving, 
relative to income. To some business men the 
figures seemed to present a challenge, calling 
for stronger selling effort and better merchan- 
dising. Others wondered whether a permanent 
change in spending-savings relationships was in 
the making. Relatively high consumer savings 
are to be expected in a wealthy economy, in 
which such vast numbers of people have the 
means to save. Moreover, much of what is 
statistically called savings—the difference be- 
tween consumption expenditures and consumers’ 
disposable income —is of a contractual nature, 


such as life insurance premiums and payments 
on mortgages, or represents direct investment in 
ee ae of one kind or another. These savings 

ave been on the increase. It is wrong to think 
of them as a hoarded fund, available for the 
purchase of consumer goods. 


But whatever lasting change in these relation- 
ships may be taking place, there were other and 
more temporary reasons why people began to 
spend less. From the outbreak of the Korean 
war through the early part of 1951 they had 
bought more than they needed immediately, 
and had anticipated their wants for durable 
goods particularly, in fear of shortages and 
higher prices. In due course their fears proved 
to be overdone, and their buying slackened. 
Among consumers as among business coticerns, 
however, time corrects overstocking and builds 
up requirements again. Probably this has hap- 
pened during the past twelve months. Now 
some decline — small to be sure —in the per- 
centage of disposable income saved, and con- 
versely an increase in the percentage spent, 
seems to be taking place, as evidenced by over- 
all estimates of government agencies for the 
first quarter and by moderately better retail 
trade figures since. 


Buying Policies Conservative 

Merchants should not expect a pronounced 
shift from saving to spending such as occurred 
after the Korean war started and again after 
the intervention of the Chinese armies, unless 
there are equivalent developments in the inter- 
national situation to spread alarm again. It is 
unlikely that fears of shortages and generally 
higher prices can be revived by anything except 
such developments, for the capacity of this 
country to produce defense requirements and 
simultaneously supply civilian wants has been 
demonstrated. People are not likely to doubt it 
again. This argues against recurrence of a hoard- 
ing psychology, or general abandonment of con- 
servative buying policies. 

On this hypothesis recovery in the consumers’ 
goods industries may be gradual and limited. 
Nevertheless, it seems plain that some of the 
doubts and hesitations of recent months are being 
overcome or at least deferred to a more distant 
future, and that confidence in the fall outlook 
has strengthened. 


It is worth remarking that current develop- 
ments repeat a type of adjustment that has been 
seen before during the postwar years. Con- 
sumers goods have gone through an upswing, 
a decline, and now are improving again. But 
these swings have not been reflected in pro- 
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ducers’ goods or construction and of course not 
in defense work. The cyclical downturn was 
limited, not general. Overall employment and 
industrial operations showed only spotty effects. 
Now the consumers’ goods industries seem ready 
for some upturn, while other areas promise to 
hold their ground at least through this year. 


During the month the Department of Com- 
merce and the Securities Exchange Commission, 
following one of their periodic surveys, have 
reported that business expenditures on plant 
and equipment in the second quarter reached 
$6.4 billion and in the third quarter will be $6.1 
billion, bringing outlays for the nine months to 
$18.1 billion or 9 per cent over last year. The 
report says it now appears that the previous 
estimate of $24.1 billion for the full year 1952, 
constituting an all-time high, will be exceeded. 
Construction contract awards and housing starts 
hold at levels supporting the more optimistic 
expectations that have ruled in recent months. 


Extension of Price and Wage Control 


On June 28 the Senate and House approved 
a conference agreement under which authority 
for price and wage controls, scheduled to expire 
June 30, was extended to April 30, 1953. The 
issue had been hotly debated, and the House 
earlier had defeated the extension of price con- 


trols on anything not rationed or allocated, 
but gave way to the Senate’s views. The Admin- 
istration mustered all its forces to obtain the 
extension. Mr. Putnam, the Economic Stabiliza- 
tion Administrator, declared that the House 
action was a vote for “higher food prices, higher 
living costs, higher defense costs”; that it re- 
flected a “to-hell-with-the-consumer” attitude; 
that it “would weaken America in the face of 
Communist danger”; and that current high 
prices “will look like bargains compared to 
what will happen.” Mr. Arnall, the Price Stabil- 
izer, said the public would have “absolutely no 
protection” against skyrocketing price increases. 


Although commodity markets give few signs 
that the dire things which Mr. Putnam foresaw 
would come to pass if the extension had been 
defeated — rather the contrary—the Congres- 
sional action closes the debate for the present. 
It should be pointed out, nevertheless, that the 
country has had another revelation of the pres- 
sures that accumulate to continue government 
intervention and control, once such a course is 
embraced. In this action of the Congress, and 
in the intense effort made by the Administration 
to secure it, a profound inconsistency is to be 
seen. For nearly every other Administration 
policy for months past has been calculated not 
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to restrain inflation, but to stimulate it by in- 
creasing demand and money purchasing power. 
The government has been acting as if it feared 
not what Mr. Putnam foresaw, but declining 
business, employment and markets. On the one 
hand it has made moves which tend to raise 
prices; on the other, it makes a great showing 
of the need to prevent price raises. 

During the past few months the restrictions 
on consumer credit (Regulation W) have been 
lifted, and the restrictions on housing credit 
(Regulation X) have been liberalized. Volun- 
tary credit restraints on state and municipal 
government borrowing were ordered removed 
by President Truman, and this action led to the 
abandonment of the entire voluntary credit re- 
straint program, in which banks and other 
lending institutions were participating. 

At the same time government spending has 
been stepped up, and Congressional moves to 
enforce economy have been resisted and de- 
nounced. The pay of the armed forces has 
been raised, new veterans’ benefits have been 
provided, and old age insurance and relief bene- 
fits under the Social Security Act have been in- 
creased. In the all-important steel case, which 
will set the pattern for many other wage cases, 
the Wage Stabilization Board recommended the 
largest wage increases in the history of the in- 
dustry, and all the powers of the Administration 
have been thrown into the battle to make sure 
that the steel workers get these increases. 


A Fundamental Inconsistency 


If these actions were appropriate to the eco- 
nomic situation and prospect, the extension of 
overall price controls is manifestly inappropriate. 
There cannot be a simultaneous need for both 
stimulation and restraint. 


From this inconsistency a basic lesson should 
be drawn. Over and over during the past twenty 
years warnings have been uttered that the ever- 
enlarging assumption by government of re- 
sponsibility for welfare must result in inflation- 
ary policies, and that the inflationary conse- 
quences of these policies would lead to the 
adoption of controls, and increasing regimen- 
tation, to suppress the inflation. But seldom has 
there been such a clear cut demonstration, 
within a few months’ time, of the action and 
counteraction. 

We do not criticize the removal of controls 
over installment credit terms, which was justi- 
fied by the existence of large inventories of con- 
sumers’ durable goods. But the same facts would 
justify discontinuance of general price controls. 
During the past fifteen months inflationary pres- 
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sures in the private sector of the economy have 
subsided, reflecting saturated markets and per- 
sonal saving. Commodity prices reached their 
peak in February, 1951; they have dropped be- 
low ceilings in group after group. Thus the case 
for nti controls seemed to have disappeared. 
Moreover, there were positive arguments for 
discontinuance. Even where ceflings are nomi- 
ual they are a costly burden, on government and 
business. Where they are effective, they deprive 
the economy of the flexibility needed to meet 
changes in supply and demand; they distort pro- 
duction, discourage increased output of things in 
short supply — this statement could be applied 
to the potato shortage —and create inequities 
by different treatment of different prices, fre- 
quently for political reasons. 


These disruptive effects become greater the 
longer the controls last. By contrast the restraint 
of inflationary pressures through economy, bal- 
anced budgets and appropriate monetary and 
credit policies is impersonal and effective, and 
preserves the freedom and flexibility of the eco- 
nomic system. The price stabilization authori- 
ties, who have discretion under the new Act, 
should move rapidly from general control to a 
minimum of selective controls. The Act sets up 
excellent standards for the suspension of con- 
trols. If they are followed in spirit and letter 
the economy will benefit. 


W.S.B. Powers Cut 


In extending the Defense Production Act Con- 
gress curbed the Wage Stabilization Board by 
forbidding it to intervene in labor disputes, as 
it had done in the steel case at the direction 
of the President. The major lesson of the steel 
case is that this intervention not only failed but 
aggravated the dispute. The certainty that the 
Government would intervene, and the subse- 
quent reference of the case to the Board, pre- 
vented bargaining between the steel companies 
and the unions from progressing to a conclusion; 
and the Board’s recommendation, placing the 
Government in the position of officially endors- 
ing and demanding for the workers the largest 
wage increases in the industry's history, has 
stood ever since in the way of a settlement. (The 
other side of the Government position was that 
the inflationary effects of the wage increases 
would be minimized by limiting the price ad- 
vance through the exercise of price control, 
which is a way of arbitrarily diverting the earn- 
ings of the steel industry from owners to work- 
ers. ) 


This experience should make it clear that in- 
tervention in collective bargaining and wage 


76 


stabilization are incompatible functions. The 
justification given for the former is that the 
Board is charged with ensuring continued pro- 
duction in critical industry. To do this is obvi. 
ously beyond the Board’s power, as the steel 
case has shown. Had the Board’s function been 
confined to setting stabilization policy, and de- 
ciding whether wage proposals or agreements 
conformed to policy, the Board could never have 
entered the steel case until specific proposals 
offered by management, or agreed > oy by both 
parties, had been submitted to it for a ruling. 
The Government would not have been in the 
position of throwing all its weight on one side, 
and the possibility of reaching agreement 
through free collective bargaining would have 
been immeasurably enhanced. 


Treasury Financing 





The Treasury, moving to anticipate a deficit 
expected to exceed $10 billion in the next six 
months, on June 16 invited cash subscriptions 
to $314 billion six-year 2% per cent bonds dated 
July 1 and maturing June 15, 1958. The issue, 
the first marketable bonds offered for cash sub. 
scription since 1945, was heavily oversubscribed. 
The books were closed for subscriptions post- 
marked after midnight of June 16, and an actual 
total of $4% billion subscriptions was accepted. 

Also on June 16 holders of the $5.2 billion 1% 
per cent certificates of indebtedness due July 1 
were invited to accept in exchange similar 1% 
per cent certificates due June 1, 1953. Books 
were open for exchange subscriptions to the cer- 
tificates for four days, June 16-19. The rollover 
left a residual of $253 million certificates requir- 
ing to be paid off in cash. 

On the two financing operations taken to- 
gether, the Treasury will have fortified its work- 
ing balances to the extent of nearly $4 billion 
on the first day of the new fiscal year. It is 
estimated that, with these transactions behind, 
the Treasury will have around $5 billion more 
money to raise in the next six months. The in- 
creasing concentration of corporation tax pay- 
ments in the January-June half year, under the 
“Mills plan” adopted in the Revenue Act of 1950, 
makes July-December a period when a large 
deficit would be experienced even in the absence 
of a deficit for the full fiscal year. A deficit for 
the full fiscal year shrinks the normal January- 
June surplus and swells the normal July-Decem;- 
ber deficit. 

Last January the President projected a $14.4 
billion budget deficit for the fiscal year beginning 
July 1, and recommended further tax increases 
to reduce the size of the deficit. The Congress 
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has turned away from the course of increasing 
taxes and instead has been attempting to cut 
down the deficit by expenditure reductions. Two 
months ago Mr. Colin F. Stam, Chief of Staff 
of the Congressional Joint Committee on Inter- 
nal Revenue Taxation, prepared revised esti- 
mates which put revenues from existing taxes 
$2.7 billion below the President’s $71 billion 
figure, expenditures $5.4 billion under the Presi- 
dent’s $85.4 billion, and the deficit at $11.7 bil- 
lion. 

In the light of the relative concentration of 
revenues in the January-July period, the whole 
of the fiscal year deficit is likely to fall in the 
July-December period. A part of it can be cov- 
ered by reduction in Treasury cash balances 
from the June 30 level. A larger part will be 
covered by the 2% per cent bond issue and bor- 
rowings from Treasury trust funds. A remainder 
of around $5 billion of required borrowing may 
be reduced by expenditure cuts. Such cuts 
would also improve the surplus prospects for 
the January-June 1953 half of the fiscal year. 


Bond Financing 


The first tip-off on the possibility of early 
financing by the use of marketable bonds came 
early in June when it became known that the 
May offering of 2% per cent nonmarketable 
bonds had been a failure. The official report, 
given out June 5, indicated that although sub- 
scriptions aggregated $1,758 million, $1,307, mil- 
lion would be paid for by exchange of previously 
outstanding bonds. Of the cash subscriptions, 
$132 million came from government trust funds 
leaving only $319 million cash realized fron) the 
general public. This is insufficient to cover the 
deficit for a week at the rate at which it will be 
running in July and August. 

After the close of trading on June 10 the 
Treasury made a preliminary announcement 
that $3% billion intermediate-term marketable 
bonds would be offered for sale on Monday, 
June 16. On the 12th it was revealed that sub- 
scriptions from commercial banks for their own 
account would be received, as usual, without 
deposit and would be allotted in full up to $100,- 
000 and above that amount on a percentage 
basis. Any bank’s subscription was also restricted 
to the amount of its capital, surplus and un- 
divided profits, or 5 per cent of total deposits, 
whichever was greater. Nonbank subscriptions 
had to be accompanied by a down payment of 
10 per cent but would be allotted in full. In 
accordance with the usual practice, to avoid un- 
due strain on the money market, the Treasury 
provided that authorized depositaries could 


make payments for the bonds by credit to Treas- 
ury Tax and Loan accounts. 


The precise rate and term on the bonds were 
not fixed until Friday, June 18, and were an- 
nounced after the close of business on that date. 
In the brief interval between the preliminary 
and final announcements the market had had a 
chance to adjust itself to the prospective new 
issue and in so doing to give a cue to the rate 
that would have to be paid to effect a successful 
sale. Prices of outstanding government bonds, 
which had been tending to ease off after the 
brisk rise in the first four months of the year, 
declined rather sharply when the preliminary 
announcement came out, particularly in the five- 
to-ten year maturity range, but recovered as 
buying interest appeared at the lower levels. 


The 2% per cent five-seven year bonds, put 
out last March 1 on an exchange transaction, 
were watched closely since their favorable mar- 
ket performance suggested the feasibility of a 
2% per cent rate in the same maturity area. 
The March 2%s had traded between 100 1-16 
and 10134 since issuance and on June 10 were 
quoted at 101%. They responded to the prelimi- 
nary announcement with a drop of % point to 
100% but thereafter steadied within a trading 
range of 100% and 100%. The choice of the 
Treasury was a similar bond with the same cou- 
pon rate but with a fixed maturity of June 15. 
1958. The new 2%s traded on a when-issued 
basis beginning June 17 and commanded a 
premium of % to % point. 


The Subscription Total 


Premiums in this range represent scarcely 
more than a prudent minimum for a successful 
flotation, and thus indicate rather close pricing. 
A contrary impression was given by the sub- 
scription total rolled up, no less than $11.7 bil- 
lion. The latter result was attributable to the 
discrimination against bank subscriptions in 
combination with optimistic appraisals of the 
premium which the banks would be willing to 
pay to get the new bonds. The maturity was in 
an area where commercial banks are the largest 
single market factor and the rate, while attrac- 
tive to banks, was quite obviously inadequate 
to attract much interest from insurance com- 
panies, pension funds, and individuals for in- 
vestment holding. 


Nevertheless, nonbank subscriptions alone 
totalled $3,642 million, without any allow- 
ance for subscriptions from commercial banks 
and government investment accounts. Rather 
than cut nonbank subscriptions back by some 
percentage, the Treasury determined to increase 








the size of the issue to 4% billion. This total 
permitted full allotments of $3,642 million on 
nonbank subscriptions; allotment of $100 million 
to government investment accounts, allotment 
of $193 million on commercial bank subscrip- 
tions up to $100,000 and allotment of $314 mil- 
lion ($100,000 in each case) on commercial 
bank subscriptions of more than $100,000. 


The resuit would have been more impressive 
if the nonbank subscriptions had represented 
real investment demand. Actually many of the 
nonbank “investors” put their bonds up for sale 
even before they had received them, hoping to 
realize a profit of perhaps $5 or $10 per $1000 
bond on two weeks’ investment of the $100 re- 
quired down payment. Their presumption was 
that the banks would pay such premiums to get 
them, and if bank demands proved inadequate, 
that the Federal Reserve Banks would step in to 
take up any surplus supply. As banks observed 
the great scale of nonbank subscriptions they 
tended to go the limit on their own subscrip- 
tions, hoping for at least small percentage allot- 
ments. There was never any reality to the sub- 
scription total of $11.7 billion as a measure of 
demand. The swollen bank subscriptions simply 
reflected an active desire on their part to get 
some of the bonds at issue price without paying a 
speculator’s profit. 


Federal Reserve Operations 


The initial distribution of the issue might have 
been sounder if the nonbank subscriber had not 
been given so privileged a position, but in any 
case the Treasury and Federal Reserve authori- 
ties are entitled to satisfaction in having carried 
through the sale of the bonds without even tem- 
porary application of the pegging technique. 
Several factors contributed to the successful out- 
come. Revival of the preliminary announcement 
procedure gave the market a chance to adjust 
itself and set a basis for accurate pricing. The 
recent slack in business loan demands, even 
though of a seasonal character, had given the 
bond market an undertone of confidence. 


The authorities chose as a date for opening 
subscription books Monday, June 16, when the 
money market was eased by $600 million inter- 
est payments on the public debt which the Treas- 
ury financed in large degree by selling special 
series certificates of indebtedness to the Reserve 
Banks. Also, the Reserve Banks provided market 
price support for the certificate rollover and, by 
purchases of the July certificate rights, put out 
money which indirectly aided the success of the 
bond offering. Thus Federal Reserve holdings 
of government securities, which had been cut 
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down by $134 billion in the first five months of 
the year, increased $291 million during the four 
weeks ended June 25. 

The following table summarizes Federal Re- 
serve open market operations during June and 
the resultant increase in the total portfolio: 

Federal Reserve Open Market Operations 
Four Weeks Ended June 25, 1952 


(In millions of dollars) 


Sales or Re- Holdings 
Purchases demptions Change June 25 




















Treasury bills $ 166 $ 166 t 82 
Special series certificates. 536 536 pr neney ee ae 
July certificate rights 501 aidan +501 918 
August-Feb’y certificates. 210 —210 10,860 
Treasury notes aitiamminiie — onsite 5,568 
Treasury bonds eigen Sibinee ‘ainaiaiieh 5,136 

, a $ 912 +291 $22,564 


Note: Figures are partly estimated and subject to minor 
degrees of error. 


The direct lending to the Treasury on special 
series certificates was undertaken June 16-17 
when the Treasury paid out $600 million for 
interest on the public debt. The certificates were 
paid off over the next week out of the June tax 
collections and thus had no lasting effect on the 
size of the Federal Reserve’s portfolio. The 
Treasury bills purchased in the first half of the 
month were resold or allowed to run off in the 
second half. 

Certificate Rollover 

The purchases of July certificates were on an 
increasing scale up to June 19 when the rights 
to exchange expired. In normal practice the 
Federal Reserve will exchange them for the new 
issue due June 1, 1953. As on previous 1% per 
cent certificate offerings, the Federal Reserve 
Banks offered a premium of 1/16 of a point for 
the old certificates and bought $500 million of 
them from holders who preferred cash to an ex- 
tension of maturity at 1% per cent. Other hold- 
ers who preferred cash at maturity passed up the 
small premium maintained in the market and 
evidenced their intentions of taking cash redemp- 
tions by failing to enter exchange subscriptions. 
These holdings requiring to be redeemed in 
cash amounted to $253 million, 5 per cent of 
the total issue. 

It is apparent that, save for the Federal Re- 
serve’s purchases, the amount of certificates re- 
quiring cash redemption would have been a 
good deal larger. As the table shows, the Federal 
Reserve partly offset their purchases of July 
certificates rights by selling off other certificates. 
Nevertheless, the extent of the help the Fed- 
eral Reserve had to give to make possible another 
piece of 1% per cent financing suggests the need 
for a review of the rate and terms to be offered 
on the large certificate issues coming up for 
refunding two and three months hence. The 
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Federal Reserve's control over its open market 
portfolio can be jeopardized by repeated resort 
to a type of financing that systematically requires 
market price support. 


Inflationary Consideration 

In the July financing it is clear that, as between 
the certificate rollover and the six-year bond sale, 
the former was the more inflationary. The cer- 
tificate required direct Federal Reserve support; 
the bond did not. So far as the bond is con- 
cerned, the investor is tying up money that he 
might employ in a loan or another investment. 
He has no standing guarantee that he can turn 
the bond into cash any time he likes at any set 
figure previous to maturity. That the 2% per 
cent bond was designed with the bank market 
primarily in mind does not alter these facts. A 
banker holding the six-year 2%s has a security 
that normally will tend to decline in price with 
expansion in credit demand. Thus, under con- 
ditions of expanded credit demands, he will not 
have the same freedom to take on additional 
loans as he would if all of his government se- 
curities were of extremely short-term. 


The merit of stretching out public debt ma- 
turities, and letting the holder take the risk of 
price fluctuation, is that in this way a free mar- 
ket mechanism is provided for curbing the 
availability and expansibility of credit. It costs 
the Treasury more to borrow when lenders are 
under the chastening influence of declines in 
the market valuation of their bond accounts, but 
the cost is a small one against the burdens that 
are imposed by inflation. Now that the ground 
has been broken, a longer issue with a higher 
rate and a broader appeal would be the logical 
step. 


That “Myth” About Gold 


The French Government's offer in May of a 
new national loan featuring, as its principal ap- 
peal, a “gold clause” hitching the redemption 
value of the bonds to the free market price of 
gold coin came as dramatic evidence of the re- 
turning appreciation of gold as a monetary base 
and standard of value in which people can be- 
lieve. 


The past two decades have been a period of 
confusion and doubt about the future of gold. 
This started with the onset of the worldwide de- 
pression in the early ‘30s when many countries 
suspended gold redemption of their currencies, 
an action often referred to loosely and inac- 
curately as “abandoning” gold. Then followed 
the period of “managed currencies”, when a 
great deal was said about the “freedom” of 
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countries to regulate their economies, as 0 
posed to the “tyranny” of gold. There was 

of the ability of some countries, notably Ger- 
many, to “get along without gold”. Much was 
made of the abnormal concentration of gold in 
the United States, which some people saw as 
a plot on the part of foreign countries to sell 
us their gold which they would then “declare 
valueless”, leaving us “holding the bag”. 

More and more the sophisticated view came 
to be that gold was an outdated relic; that faith 
in its usefulness was a “superstition” and a 
“myth”, all right for simple, primitive people 
who could not be expected to know better, but 
unworthy of more “advanced” societies. This 
feeling was illustrated by a comment on the 
closing during the war of the gold mines in this 
country and Canada to conserve manpower and 
materials, which characterized the move as the 
“prosaic end to something that has been second 
only to love in the hunger of the human race”, 
adding “we don’t need gold now, except for 
filling teeth”. 

The nonsense in such statements about gold is 
exposed, at one stroke as it were, by the offer 
of the gold-guaranteed loan in France. 

The French authorities are not offering these 
bonds, with their definite link to gold, because 
of mere sentiment for the yellow metal. They 
are doing it for an intensely practical reason. 
They know that the average Frenchman trusts 
gold and distrusts obligations payable in paper 
money which too often he has seen go down the 
drain of currency depreciation. By tying the 
bonds to gold the Government of Premier An- 
toine Pinay hopes to induce the French people 
to lend their savings to the Treasury, thereby 
avoiding more inflationary types of financing 
with all their danger of further whittling down 
the value of the franc. 

While the primary object is to reach current 
savings, the authorities hope that the terms of 
the new bond issue will also help them to tap 
the savings invested in gold. These investments 
are substantial; it has been variously estimated 
that the French public has stored away from 
1,000 to 1,400 billion francs (equivalent to $3 to 
$4 billion) of gold in various forms, chiefly gold 
coin. This is apart from funds invested in U.S. 
dollars, Swiss francs, and other foreign exchange. 


Disastrous Record of the Frane 
The accompanying table makes obvious why 
the average Frenchman puts his savings into 
gold and foreign exchange. The record of the 
French franc for the past 40 years is one of 
almost unrelieved deterioration in value due to 
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money and price inflation. At the time of the 
outbreak of the First World War the franc was 
worth 19.8 cents; today it is worth about one- 
fourth of a U.S. cent. The depreciation in terms 
of gold has been even greater, for the dollar too 
has been devalued. The gold louis and the gold 
napoleon, both worth 20 francs before 1914, are 
currently selling in the Paris gold market at 
slightly under 4,000 francs, a depreciation in 
the paper franc of 99.5 per cent. In fact, prior 
to the coming into office of the Pinay Govern- 
ment last March, the franc seemed in danger 
of losing its usefulness as a measure of value 
and means of payment, its place being taken by 
gold. 

Changes in Gold Content and U.S. Dollar Valuation of 
the French Franc and in Note Circulation, 1914 to Date 
(Official Rates) 

Note 
Milligrams Gold Circu- 
U.8. of Fine Content lation* 
Cents per Gold per Index (Billions 
Frane France 1914= 100 of Frs.) 
July 1914-June 1928. 19.29 290.82 5.1t 
8-Jan. 1934... 8.92 
June 1984 2ct, 1986- by] 58.95 
Oct. 19386-July 1937... 4.96 44.10 
July 1987- Nov. 1938... 4.85 88.70 
Nov. 1988-Feb, 1940... 2.78 
Feb. 1940 - Nov. 1944... 
Nov. 1944-Dec, 1945... 
Dec. 1945 - Jan. 
Jan. 1948 - Oct. 
Oct. 1948 - Apr. 
Apr. 1949 - Sept. 
Sept. 1949 - aoe 
As of June 1952.......... 

* As of the beginning of period. ¢ End of 1913. {No official 
par value in gold established; gold content of franc based on 
official U.S. dollar relationship. 

Accompanying this fall in the value of the 
franc, the French currency circulation expanded, 
as shown by the table, from 5.7 billion francs 
prior to 1914 to around 1,900 billion in June 
1952. This dilution of the currency reflected the 
chronic resort of French governments to borrow- 
ing from the Bank of France to cover deficits. 
The exceptions were those rare periods, such as 
the time of Premier Poincare in the latter ’twen- 
ties, when a strong government and sound finan- 
cial policies engendered enough confidence to 
encourage owners of capital funds to invest in 


government securities. 


Since the end of the Second World War, the 
unstable coalition governments, badgered by 
extreme Right and extreme Left, and harrassed 
by reconstruction problems, the expensive war 
in Indo-China and lately by rearmament needs, 
have had little success in persuading the public 
to put its savings into government bonds. Forced 
by the lack of public confidence into inflationary 
borrowing from the banking system, the policy 
of postwar French governments confirmed the 
fears of owners of capital. 


A deadly feature of this vicious circle has been 
the discouragement of private saving and the 
drying up of the capital markets, which has 
affected both government and business financing. 
Writing in the February 1952 issue of the Lon- 
don Banker, Charles Janson has this to say: 

. . . As in so many other countries private saving [in 
France] has now sunk to about 5 per cent of incomes 
against 14 per cent in 1939. The middle class of pre- 
1914, which was one of the foremost saving groups of 
Europe, has been impoverished to the point of extinction. 
The wage-earners, who now benefit from social security 
and pay little heed to the future, spend any surplus over 
vital needs on wireless sets and household goods. The 
large new class of “commercants”, which possesses none 
of the characteristics of the former bourgeoisie, spends 
more and more of its surplus purchasing power on such 
things as automobiles fee reli erators. Moreover, any 
funds that they do save do not find their way on to the 
capital market; far too much of them are “invested” in- 
stead in gold. 

The New Gold Loan 

To break the vicious circle in which the dis- 
trust of the future of the franc left the French 
government finances, M. Pinay has proposed a 
broad anti-inflationary program of which the 
new gold-guaranteed loan is an integral part. 

The new bonds are issued at par, bear 31%4 per 
cent coupons, and run for 60 years — subject to 
annual drawing for retirement. They are free of 
all income, gift and inheritance taxes. They may 
be subscribed for also by tendering in exchange 
certain categories of government securities, and 
may be used in payment of certain taxes. 

Their most significant feature, however, is the 
linking of their redemption value, but not inter- 
est, to the price of the 20 franc gold louis or 
napoleon on the Paris gold market. When the 
bonds are redeemed in annual drawings or ten- 
dered in payment of taxes, the holder is promised 
a premium proportionate to any increase in the 
gold price. If, for example, the 20-frane gold 
piece rises from the present level of around 
4,000 francs to 6,000, the bonds are to be re- 
deemed at a 50 per cent premium. On the other 
hand, if the price of the gold piece declines the 
bondholder is to receive not less than par. 

In other words, under the gold clause, the 
subscriber, on redemption, is entitled to get back 
at least the same number of francs he puts in; 
in addition, he is promised the protection of 
more francs to the extent that the franc depre- 
ciates in terms of gold coin. 


The Government will fix the redemption value 
of the bonds twice a year. Gold is not accepted 
directly by the Treasury for subscription for the 
new bonds. Instead, the subscriber tenders it 
to a bank which sells it in the Paris market with- 
out commission charges. 
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In selecting the 20-franc gold piece as the 
basis for the bond guarantee, the French Gov- 
ernment has made a choice advantageous to it- 
self. The fact that the coin sells at an approxi- 
mately 40 per cent premium over the free market 
price of bar gold gives the Government the op- 
portunity of minting bar gold into new coin, thus 
holding down the free market price of the latter 
and, consequently, the redemption price of the 
bonds. 


For the experiment with the gold-guaranteed 
bonds to be a success, it has been generally held 
that the loan should raise at least 200 biilion 
francs of new money from non-bank sources. 
With these funds, together with those expected 
to be raised through public subscription to short- 
term Treasury bills and through channelling 
savings bank deposits into short-term Treasury 
investments, the Government hopes to finance 
the anticipated 1952 budget deficit of 450-500 
billion francs without recourse to bank loans. 


Other Points of Pinay Program 


Thus the heart of the Government’s program 
for saving the franc lies, in the last analysis, in 
the old problem of bringing the budget under 
control and thereby checking inflation at the 
source. 


The refusal of Parliament early this year to 
vote new taxes after having approved increased 
expenditures had precipitated a new budget 
crisis, causing the downfall of M. Pinay’s pre- 
decessors and accelerating the flight from the 
franc. M. Pinay tackled this problem in three 
ways: (1) by cutting current expenditures in all 
departments except defense for a total of 110 
billion frances, (2) by freezing 95 biilion of ex- 
penditures in the capital budget for reconstruc- 
tion and industrial re-equipment pending the 
raising of these sums through the investment 
market, and (8) instead of new taxes, by insti- 
tuting a drive for better collection of existing 
taxes — granting an amnesty for present tax de- 
linquents to pay up, and setting at the same time 
stiffer penalties for future tax evasion. 


In addition to this basic attack upon inflation, 
the Premier has sought to check the price rise 
and bring about price reduction through both 
moral suasion and legal compulsion — the lat- 
ter by outlawing the fixing of minimum prices 
by manufacturers’ agreements. The necessity of 
keeping prices down is now all the greater since 
adoption by the National Assembly last month 
of provision for a sliding scale of wages tied to 
the cost of living index. 


One of France’s great difficulties has been the 
effect of high prices upon the trade balance. 
Since the outbreak of the Korean war French 
wholesale prices had at their recent peak risen 
some 45 per cent, more than in most European 
countries, with the result that France priced her- 
self out of the market for many goods. The de- 
cline in exports, together with heavy imports, 
imposed a drain on the country’s slim gold and 
foreign exchange resources, forcing the French 
authorities — like the British—early this year 
to impose drastic import curbs, despite the tend- 
ency of such restrictions to accentuate shortages 
and raise prices. Such measures, necessary 


though they may be in a pinch, provide no real 
solution. That can come only by bringing French 
prices into line and by expansion of exports. 


Results of Pinay Program 


It is, of course, too soon to appraise finally 
the results of the Pinay policies. However, the 
situation in some respects has brightened. 


France’s commodity price spiral appears to 
have been checked for the time being at least, 
and the wholesale index has declined about 5 
per cent from the peak. The crop outlook is 
good, and for the first time in years the price of 
the coming wheat crop (1952-53) has been fixed 
at the same level as for the preceding year. 
Evidence of greater confidence in the stability 
of the currency is seen in a decline during the 
past two months in the free rate for the dollar 
from over 480 francs to under 390, as against the 
official rate of 350. At the same time one gram 
of bar gold which in February sold as high as 
633 francs is down 140 francs, while the price of 
the louis and the napoleon is down from over 
5,000 francs to just under 4,000. 


Unofficial reports on the progress of the new 
loan indicate, at this writing, total subscriptions 
of 300 billion francs, of which 150 billion is new 
money. While this is short of the new money 
goal of at least 200 billion, it demonstrates an 
ability to sell long-term bonds, despite continu- 
ing uncertainties and the ingrained inflation 
mentality of the French public, founded on bitter 
experience. Probably it was too much to expect 
the average Frenchman to rush out and sub- 
scribe heavily to a 60-year bond, even with its 
promise of redemption at values related to gold, 
in preference to the security afforded by holding 
gold itself. Apparently a good many French 
savers still believe in the “myth” about gold and 
want to have the gold where they can see it 
rather than in the form of a “gold clause”, how- 
ever good that may look on paper. 
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“Human Rights vs. Property Rights” 


We hear much in this country about the so- 
called issue of “human rights versus property 
rights”. It is significant to find that no such dis- 
tinction was recognized by the leaders of exiles 
from ten Communist-dominated countries meet- 
ing last month in Williamsburg, Virginia, on the 
176th anniversary of the adoption there of the 
Virginia Convention “Bill of Rights”. Much of 
that famous 1776 declaration was later used in 
the Declaration of Independence and the Con- 
stitution of the United States. 


In a statement entitled “The Williamsburg 
Declaration of 1952”, these prominent fugitives 
from tyranny and oppression declared their be- 
lief in the “human principles embodied in truly 
revolutionary documents such as the Virginia Bill 
of Rights”. Among those rights which these ten 
exiled leaders pledged themselves to respect and 
to restore once their peoples are liberated were 
the right to public judicial proceedings, protec- 
tion against the suspension or enactment of laws 
without the consent of the governed, and the 
right to enjoy life, liberty and property. On the 
latter point the statement declared: 

We pledge that the right of private ownership of land 
shall be restored, and that land and other —y taken 
from the peasants for collectivisation shall be given back 
to those who till the land . . . The rights and dignity 
of the worker shall be truly protected and his oppor- 
tunities for social and economic progress, including the 
right of ownership of property, shall be inviolate. 

Field Marshal Jan Smuts, South Africa’s great 
Prime Minister and one of the British Empire’s 
elder statesmen, in an address upon the prob- 
lems of making and maintaining world peace, 
once warned of two dangers. One is the danger 
of over-simplification in a world where the prob- 
lems are so complex. Thus, the late Marshal 
continued, we falsify the real character of the 
problems before us and miss the real solution. 
The other danger, he said, “is what I may call 
the danger of following slogans or catchwords 
and so missing the real inwardness of the prob- 
lems before us.” 

These two dangers — which, as Marshal Smuts 
said, are really the same — seem to apply in the 
matter under discussion. The use of such ex- 
pressions as “putting property rights first and 
human rights second” and “putting the dollar 
ahead of the man” is not new in political con- 
troversy. They are familiar phrases, uttered over 
and over again in the past, and gain currency 
not through any inherent validity but by mere 
force of repetition. While they may have a defi- 
nite meaning to some who employ them, the 
danger is one of which Marshal Smuts warned: 





that they tend to become slogans and catchwords 
that are picked up and passed along because 
they “sound good”. Their effect, however, is 
to mislead and confuse rather than to clarify the 
real issues. 


Nature of Property Rights 

The fact is that there is no such distinction 
between property rights and human rights as 
such statements imply. The term “property” has 
no significance except as it applies to something 
owned by someone. Property itself has neither 
rights nor value save only as human interests are 
involved. There are no rights but human rights, 
and what are spoken of as property rights are 
only the human rights of individuals in property. 

Expressed more accurately, the issue is not 
one of property rights versus human rights, but 
of the human rights of one group in the com- 
munity versus the human rights of another group. 


Looked at in this way the problem becomes 
more complex than it superficially appears in 
the passages cited above. The determination 
and adjudication of human rights involve prob- 
lems of endless variety and complication, and 
cannot be settled by offhand generalizations. 
Apparently the intention is to discriminate be- 
tween property income and labor income, with 
the implication that the rights in the former case 
are inferior, as a class, to the rights in the latter. 
Actually, this is an unwarranted assumption. It 
must be evident that both groups have rights 
that are entitled to respect and whose safe- 
guarding is essential to the well-being of all. 
This is the only just principle. Thus what the 
question comes down to is not the establishment 
of priorities on human rights in the community, 
but rather the determination of what the respec- 
tive rights are in the particular cases under dis- 
pute. This is the real problem in human 
relations, and is one that calls for the exercise 
of wisdom, restraint, and true administration of 
justice under law. 


Question of Incentive 

Apart, however, from questions of equity, it 
is a mistake to belittle the importance of prop- 
erty rights. Respect for these rights is basic to 
organized society, and the instinct of individuals 
to acquire property is at the root of all economic 
progress. Unless people can feel secure in their 
ability to retain the fruits of their labor, there 
is little incentive to save and expand the fund 
of capital which all along has been responsible 
for dhding to the tools and equipment for pro- 
duction, and raising the standard of living. The 
industrial development of this country, which 
has given us the highest standard of living in 
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the world and made possible a veritable miracle 
of production in war and peace, is dependent 
upon the observance of property rights. Who is 
going to work and to save if these rights are not 
recognized and protected? 


Who Are the “Propertied Classes’’? 


To many people the expression “putting prop- 
erty rights first and human rights second” may 
conjure up the oft-drawn political picture of a 
struggle between a few “rich plutocrats” and 
“soulless corporate monopolies” on one hand and 
the great body of humble citizens on the other. 
Much of what the public reads and hears about 
the present steel wage controversy conveys the 
same impression, with emphasis almost entirely 
on “the workers” versus the “steel industry” or 
the “big companies”. John L. Lewis’ recent blast 
against what he called the “rapacious and preda- 
tory steel industry” illustrates the point. In a 
letter to Philip Murray, President of the United 
Steelworkers, offering a loan of $10,000,000 of 
coal miners’ dues from the union treasury to back 
up the steel strike, Mr. Lewis said: 

We are conscious of the strength of the vast array of 
adversaries which confront you. Rarely has a union 
membership faced such a formidable grouping of finan- 
cial and corporate interests as now oppose the steel 
workers of the nation in their hagateninn struggle to 
achieve their rightful aims and objectives in the industry. 

In all such talk about “big companies” and 
“formidable groupings of financial and corporate 
interests”, hardly anything is said about the 
shareholders, little and big, who are the real 
owners of the business, and whose money plowed 
into plant and equipment has made possible the 
large employment and the record output. 

Actually ownership of property cuts across 
practically all economic classes in the United 
States, and in no other country is the stake in 
property rights so great and so widely distri- 
buted. While we hear much about large corpora- 
tions with thousands of employes and millions 
of dollars in assets, it is probably not generally 
realized that there are over 4,000,000 business 
enterprises in this country, of which over nine- 
tenths are classified by the Department of Com- 
merce as “small business” on the basis of their 
number of employes or dollar volume of sales. 
The importance of “small business” in the econ- 
omy of the country is further shown by the fact 
that it accounts for 45 per cent of the total em- 
ployment of all business enterprises. 

One of the largest of our “propertied classes” 
—the farmers—include nearly 4,000,000 farm 
owners with land and buildings valued at $55 
billion. 


Even among large corporations the ownership 
of stock is widely distributed; there are now 
75 American companies each having over 50,000 
registered shareholders. The Bell Telephone 
System in its 1951 annual report showed 1,092,- 
000 shareholders, with no individual owner hold- 
ing as much as 1/20 of 1 per cent of the total 
stock. Only five U.S. cities have as large a total 
population. General Motors, the biggest indus- 
trial corporation, has 479,000 shareholders —a 
number exceeded by the total population of 
only eighteen U.S. cities. 


New Survey of Corporate Ownership 

A study entitled “Share Ownership in the 
United States” just completed by the Brookings 
Institution of Washington reaches the conclusion 
that there are about 6,500,000 individual share- 
holders of investor-owned corporations. This 
study, the most comprehensive on the subject 
ever undertaken, was made through the co- 
operation of 3,000 corporations, banks, brokers, 
the New York Stock Exchange, twenty other ex- 
changes and security associations, and involved 
interviews with over 15,000 people. The net 
total given is after eliminating a tae deal of 
the duplication that arises where the same per- 
son owns stock in more than one company; 
it is only about one-sixth of the gross sharehold- 
ings exceeding 30,000,000 in stock issues traded 
on organized stock exchanges and over-the- 
counter. The figures exclude, however, some 
3,020,000 persons owning shares in private com- 
panies with less than 100 shareholders, the 
stocks of which are not traded on any exchange. 
It was found by the survey —contrary to the 
opinions often heard — that 82 per cent of the 
shareholders were people having family incomes 
under $5,000 annually, 44 per cent had incomes 
of $5-10,000, and only 24 per cent had incomes 
over $10,000. 


Property Rights Are Human Rights 

The question arises as to why the property 
rights of these millions of small business men, 
investors, and farmers are not also human rights. 
An affirmative answer is given by the “Williams- 
burg Declaration of 1952” which reflects the 
hard experiences of these people whose lands 
have been overrun by the Soviet. The statement 
by these exiles contains no suggestion of any 
such conflict as implied in the catch phrases 
cited above. Property rights, to these people, 
are not separate from, but identical with, human 
rights. Certainly no one is in a better position 
to understand and evaluate basic human rights 
than those who have known what it is to be 
deprived of them. 
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NATIONAL CITY BANK TRAVELERS CHECKS 
get the “write-in” vote for SAFETY and SPENDABILITY 


This year, more than ever, travelers everywhere 
will use “write-ins” as a primary protection of 
their travel funds, with NCB Travelers Checks. 

You write your name on each Check when 
you buy it. You write in your name a second 
time when you spend it. Then the transportation 
ticket sellers, hotel clerks, waiters, shopkeepers 


everywhere who receive your NCB Travelers 
Checks know that you are the rightful owner and 
accept them without hesitation. 

If your NCB Travelers Checks are lost or stolen, 
you get a full refund. Cost 75¢ per $100. In de- 
nominations of $10, $20, $50 and $100. Spend- 
able everywhere, for anything. Good until used. 


THE NATIONAL CITY BANK OF NEW YORK 
Bixst tn World Witte Banking 


Head Office: 55 Wall Street, New York 15, N. Y.* 67 Branches throughout Greater New York * 56 Overseas Branches 


Member Federal Deposit Insurance Corporation 





OVERSEAS BRANCHES 





Argentina 


Buenos Aires 
502 Bartolomé 
Mitre 


Flores 
Plaza Once 
Rosario 


Brazil 
Sao Paulo 
Avenida Ipiranga 
Porto Alegre 
Recife 
(Pernambuco) 
Rio de Janeiro 
Salvador (Bahia) 
Santos 





Canal Zone 
Balboa 
Cristobal 


Chile 
Santiago 
Valparaiso 

Colombia 
Bogota 
Barranquilla 
Medellin 

Cuba 


Havana 
402 Presidente 
Zayas 
Cuatro Caminos 





Galiano 

La Lonja 

Twenty-third St. 
Caibarien 
Cardenas 
Manzanillo 
Matanzas 
Santiago 


England 


London 
117 Old Broad St. 


West End 
11 Waterloo Place 
France 
Paris 





Hong Kong 
Hong Kong 


India 
Bombay 
Calcutta 


Japan 
Tokyo 
Nagoya 
Osaka 
Yokohama 


Mexico 
Mexico City 
54 Avenida Isabel 
la Catélica 
Republica 





Peru 
Lima 


Philippines 
Manila 
Juan Luna 
Port Area 
Cebu 
Clark Field 


Puerto Rico 
San Juan 
Santurce 
Arecibo 
Bayamon 
Caguas 





Mayaguez ~ 
Ponce 


Rep. of Par 
Panama 


Singapore 
Singapore — 


Uruguay ; 
Montevideo — 


Venezuela 
Caracas 
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